IT 99-0002-3 L 01/05/1999 ESTI MATED TAX

CGeneral Information Letter: Conputation of estimated tax and petition
for waiver of failure to pay penalty.

February 23, 1999
Dear :

This is in response to your |etter dated Decenmber 18, 1998. G ven the nature of
your inquiry and the information you provide, | am responding wth a General
Information Letter. This letter is not to be taken as a statenent of Departmnent
policy or as a binding ruling by the Departnent. As general infornmation gathered
in response to your particular questions, however, | hope that it is helpful to
you. See 86 Ill. Adm Code 1200.120(b) and (c).

In your letter you have stated the foll ow ng

| have prepared the taxpayer's incone tax return for approximtely 30 years.
He has al ways paid estimated tax according to the |aw

He did not pay 1997 estimated tax because | advised him that he was not
required to do so based on his 1996 adjusted gross income. Taking his 1996
adj usted gross incone, exenptions and credits, and using the estimte tax
wor ksheet for 1997 the anmpunt on Line 9 of the worksheet was $246. That was
the basis for my advi ce.

It is ny practice, and | believe the practice of nbst tax return preparers
to use the prior year's adjusted gross incone exenptions and allowable
property tax credit in determning the estimted tax due for the current
year, unless there is a reasonable basis for expecting a greater adjusted
gross incone the following year. 1In this case there was not.

Your assertion that a penalty is due can be valid only if there is evidence
that M. xxxxxx could have reasonably expected in 1997 that his tax payable
would be nore than $250.00. | don't think there is any basis for that
assertion. One of the reasons his 1997 tax was greater than his 1996 tax
was that his real estate taxes were lower in 1997 than they were in 1996.

Encl osed is ny check for $52.49 in paynent of the asserted penalty and

i nterest. I am meking this paynment reluctantly because | think the
assessment of the penalty is incorrect, but I do not want to engage in a
protracted dispute over $52.49. Particularly is this so when | know that
this elderly gentleman will continue to receive notices fromyou which m ght
be interpreted by him as indicating wongdoing on his part. That woul d

upset himand it isn't worth upsetting himto sinply nmake a point.
Shoul d, on further consideration, you conclude that there was reasonable

cause for not paying estimated tax for 1997, | would appreciate my check
being returned to nme and abatenment of the penalty and interest.

Response

The Illinois Income Tax Act (IITA), Section 804(c)(1)(B)(ii), allows estimted
tax paynments to be based upon 100 per cent of the prior year's tax. You foll owed



a generally correct approach. Your result was technically in error, however,
because |1 TA Section 804(f) defines "tax" for purposes of Section 804(c) as
foll ows:

f) Definition of tax. For purposes of subsections (b) and (c), the term
“tax” nmeans the excess of the tax inposed under Article 2 of this Act, over
t he amounts credited agai nst such tax under Sections 601(b)(3) and (4).

This definition allows an offset of Section 601 credits, but not the Section 208
credit for property tax. Ofsetting the property tax credit was technically
i ncorrect.

Nonet hel ess, Form | L-1040-ES certainly invites and encourages subtraction of the
property tax credit in all circunstances, although it is a proper procedure only
under Section 804(c)(1)(B)(i), where a nore general estimate of current year's
tax is contenplated. Because the form m sleads, it appears that your client has
a valid claim for an abatenent of penalties and interest based upon reasonable
cause. Enclosed is Form BOA-1 and instructions, which you nmust use to present
his claim Please be advised that we are taking steps to correct Form IL-1040-ES
inthis regard for this and precedi ng taxabl e years.

As stated above, this is a general information letter which does not constitute a

statenent of policy that either applies, interprets or prescribes tax law It is
not binding on the Departnment. |If you are not under audit and you wish to obtain
a binding Private Letter Ruling regarding any factual situation, please submt
all of the information set out in items 1 through 8 of I1l1l. Adm Code, Section

1200. 110(b).

Si ncerely,

Kent R Steinkanp
Staff Attorney -- |ncone Tax



